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Comments 
on SEC Practice 
as to Pooling 
of Interests 
by Howard L. Kellogg 
Howard L. Kellogg, partner in the 
New York office, spent ten and one-half 
years on the Securities & Exchange 
Commission staff, where he was assistant 
chief accountant, before joining TRB&S 
in 1953. He has been intimately in-
volved in many conversations with the 
SEC over the years involving the ac-
counting for proposed business combina-
tions. This article summarizes his expe-
rience in specific cases. His objective is 
to enable the reader to distinguish those 
business combinations which are clearly 
poolings from those which may be pool-
ings. It is important, however, to bear 
in mind that the pooling concept is still 
developing. 
Mr. Kellogg is a member of the 
American Institute's Committee on Re-
lations with the SEC and Stock Ex-
changes, and is also a member of the 
American Accounting Association, the 
New Jersey Society of CPAs, and the 
Institute of Internal Auditors. He grad-
uated from the University of Iowa in 
1931, where he received a B.S. in Com-
merce. 
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Determining the proper accounting for business combi-
nations has become increasingly uncertain in recent 
years. The general accounting principles applicable to 
business combinations are presented in Accounting Re-
search Bulletin No. 48 issued in 1957 by the Committee 
on Accounting Procedure of the AICPA. (The predeces-
sors to ARB 48 were ARB 40, issued in 1950, and Chapter 
7(c) of ARB 43, issued in 1953.) General criteria are set 
forth which define a pooling of interests as a business com-
bination which is characterized by continuity of owner-
ship interests, of management, and of business. 
Over the year these criteria have proved to be extremely 
difficult to apply in practice. The desire of businessmen 
and accountants alike to minimize or eliminate goodwill 
has led to a liberal interpretation of the guidelines so as 
to favor pooling over purchase whenever possible. 
As a result, interpretations of the pooling criteria have 
been stretched to the point where in recent months com-
binations which in the past would definitely have been 
considered to be purchases, have been held to be poolings. 
Thus, the Accounting Principles Board, in the recently 
issued Opinion # 6 , stated the following: 
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The Board believes that Accounting Research Bulle-
tin No. 48 should be continued as an expression of the 
general philosophy for differentiating business combi-
nations that are purchases from those that are poolings 
of interests, but emphasizes that the criteria set forth 
in paragraphs 5 and 6 are illustrative guides and not 
necessarily literal requirements. 
It is our firm policy not to abdicate to the SEC the 
responsibility for determining proper accounting. Before 
we advise clients to consult with the SEC or before we 
participate in any consultation with the SEC, we have a 
responsibility to determine whether, in our opinion, a 
particular combination is a pooling or a purchase. In 
forming an opinion we must consider the general guide-
lines, current case developments, and the logic of the end 
result. 
The SEC has taken a keen interest in the accounting 
for business combinations involving registered companies. 
Because of the uncertainties in this area of accounting, 
the SEC has been forced to form judgments on a case 
by case basis without the benefit of firm guidelines. Some-
times the SEC has required purchase accounting for a 
proposed combination that management and the CPAs 
involved considered to be a pooling. Often this has meant 
that a proposed combination must be abandoned because 
purchase accounting was not acceptable to the parties 
involved. 
These developments have created a difficult and con-
fusing situation. It is therefore desirable to summarize the 
present thinking of the staff on the subject to the extent 
known. The information on which this summary is based 
has been derived from various cases that have cleared the 
staff from time to time and from numerous informal dis-
cussions of the subject with its members. This summary, 
however, has not been approved by the SEC or its staff. 
SEC views on poolings, especially as summarized here-
in, should be regarded as no more or less than general, 
broad guidelines of its own. They are far from hard and 
fast rules, and administratively they may be further modi-
fied, enlarged or revised as additional cases arise. 
P O O L I N G C O N C E P T 
The staff regards Bulletin 48 as the fundamental ex-
pression of what contitutes a pooling. Thus, it holds to 
the basic idea that two businesses may be "pooled" inso-
far as these businesses are represented by respective bodies 
of stockholders that join forces on a basis that preserves 
the essential buiness-ownership nature of their prior inter-
ests. Such ownership is viewed by the staff as evidenced 
by equity interests having a voice in the management of 
the continued business, at least to the extent that such 
prior interests represent significant parts of the combined 
businesses. 
Under this philosophy, a purchase paid for entirely in 
cash does not qualify for pooling-of-interests accounting. 
On the other hand, a combination of companies created 
by one company's issuing common stock in full exchange 
for the business of the other company or companies con-
tains at least the principal ingredient (issuance of stock) 
necessary to pooling-of-interests accounting. 
C O N T I N U I T Y OF O W N E R S H I P 
Partial Poolings 
The earliest poolings of interest1 were transactions in 
which the combination was effected solely by the issuance 
of stock by one corporate party to the other2. These early 
cases were usually statutory mergers; any cash involved 
was related to dissenters' rights under applicable state 
law, and resulting cash payments usually were small. 
Later, however, combinations were arranged through dif-
ferent procedures or steps. In some cases, the transaction 
included significant cash (or cash equivalent) buy-outs of 
certain individual stockholders or groups. These situations 
introduced the question as to whether the accounting 
appropriate to a pooling of interests might properly be 
^ used if part of a combination involved cash. 
In reaching its decision on the question, the SEC staff 
evidently was influenced by the fact that among the early 
cases presented for its consideration were those in which 
one company had acquired for cash a minority equity 
investment in another company and some time later, 
perhaps several years, acquired the balance of the out-
standing stock by an exchange of stock. The staff appar-
ently concluded that the "combination" occurred with 
the later step and agreed that the cash investment should 
be accounted for as a conventional "purchase" and that 
the exchange of stock might properly be accounted for as 
a "pooling of interests" (since all other pooling charac-
teristics were present). This was a distinct change from 
the previous "all or none" pooling philosophy (full 100% 
pooling vs. purchase) to what has come to be described 
as "part-purchase, part-pooling" or simply "partial-pool-
hig"3. 
From this beginning, the staff apparently arrived at the 
general conclusion that the time interval between the cash 
purchase and the exchange of stocks was not a necessary 
condition of a partial-pooling4. Moreover, the staff has 
not expressed the view that a floor is required on the 
portion of a combination that may be treated as a pool-
ing5. In summary, the present policy of the SEC staff is: 
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If pooling characteristics are otherwise present, an ex-
change of equity stocks involved in a full combination of 
companies represents a pooling, but any cash or cash-
equivalent transactions forming a part of the combination 
must be accounted for as a purchase. 
The term partial-pooling virtually describes the ac-
counting followed. The portion of the combination that 
is effected by payment of cash is accounted for as a 
purchase. The portion represented by the issuance of an 
appropriate equity security (customarily common stock) 
is accounted for as a pooling of interests. Accordingly, 
any excess of total value, represented by the sum of the 
cash paid and the fair value of the stock issued, over the 
net assets of the business being pooled with the issuer 
must be recognized in the accounts of the combined com-
panies (as "goodwill" or in other appropriate ways) in 
the proportion of cash to the total value6. Subject to some 
exceptions not peculiar to "partial-poolings" as distinct 
from full poolings, retained earnings of the business being 
pooled with the issuer are carried forward into the com-
bined retained earnings to the extent measured by the 
proportion of the capital stock issued to the total consid-
eration. The income statements reflecting the pooling also 
follow the partial-pooling treatment. It may be appropri-
ate to fully combine current and prior-year income state-
ments of component companies and to show for the 
"purchase" a minority interest in earnings for periods 
prior to the date of the cash payment. If the purchase 
element of the combination exceeds 50% of the total, it 
may be more desirable not to combine the statements of 
the component companies for periods prior to the cash 
payment, but rather to add to the issuer's income state-
ment for such periods, as a "one-line consolidation," the 
equity in earnings related to the pooling portion of the 
combination. 
Apparently, the SEC staff's exceptions to the rules of 
requiring any cash or cash equivalent to be accounted for 
as a purchase have been relatively rare, at least in recent 
years. One kind of exception that occasionally has been 
made involved a special set of circumstances. In this 
situation, some of the stockholdings of one of the parties 
to the combination, usually the smaller company, repre-
sented elderly-family interests that for some years had not 
actively participated in the business but had left the 
management to a younger generation of stockholders, most 
often sons or others with close family ties. In these circum-
stances (sometimes informally referred to as the "old 
stockholder rule") , the patriarchs were allowed to sell 
their company, for cash, at least some portion of their 
stock interest without destroying the full-pooling char-
acter of the combination. This partial liquidation feature 
presumes that the essential business of the company in-
volved is not significantly affected by the transaction. 
Stock Sell-offs 
While the partial-pooling approach may deal ade-
quately with the situation in which cash necessarily has 
been or is being paid, in most business combinations efforts 
are made to avoid both the need for making cash outlays 
and the equally undesirable recognition of a purchase 
premium, whether in the form of goodwill or allocable 
amounts. However, one or more of the parties on one 
side of the combination may very well insist on obtaining 
some cash as a condition of agreement to the transaction. 
This may be accomplished by issuing stock but allowing 
the recipients to sell off to outside parties some portion 
of the total received. The staff of the SEC has agreed 
that hardships, or other practical difficulties, might de-
velop if the rigid view were taken that no such sale or 
sales were permitted without the pooling's being negated 
or elements of purchase accounting introduced. This per-
mission was extended from small amounts, originally, to 
material percentages, with the staff ultimately establishing 
an informal "25% rule" as a practical working limit on 
the amount of sell-off that could be regarded as accept-
able. It is clear that the partial sell-off of issued stock 
differs significantly from cash buy-outs in that the same 
quantitative stock interest, in a sell-off, is continued with 
substituted stockholders; but in the cash buy-out, a stock 
interest is eliminated7. 
It should be noted that the sell-off of a stock interest 
by parties to a pooling has other ramifications. Frequently, 
such a sell-off may not be undertaken (regardless of ques-
tions involving pooling accounting) without the filing of 
a registration statement under the Securities Act of 1933 
(except perhaps in some very limited "Rule 133" situa-
tions) . Many poolings, as a condition imposed upon the 
issuer, require that recipients of stock be furnished with 
an effective registration statement and prospectus. Usually 
there is a time limit (commonly one to three years) to 
this provision in the pooling agreement. In some cases, 
the effective registration is a condition precedent to 
closing, and usually the issuer is required by the agree-
ment to keep the prospectus up to date (with a section 
10(a) (3) "bring up" prospectus under the Securities 
Act) in the event that the permitted sale is deferred for 
the designated time-limit period. This is one kind of 
"shelf" registration that the SEC permits.8 It could not 
ordinarily relate to more than 25% of the issued stock 
and, under the staff's practices, the issuer continues to 
treat such stock as part of a pooling. 
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If not more than 25% of the stock issued in a pooling 
may be disposed of promptly without destroying a trans-
action as a pooling, when, if ever, may additional amounts 
of such stock be sold? The staff has indicated its recogni-
tion of the fact that recipient stockholders cannot be 
"locked in" with their stock indefinitely or for long periods 
of time. The staff has in the past given considerable 
weight to the existence of investment letters wherein the 
recipient stockholders agree not to sell their stock for a 
specified period under conditions that would constitute 
a public offering. For reasons that relate more to the 
registration requirements under the Securities Act of 
1933 than to pooling accounting, the restriction period 
has varied considerably in practice. Frequently, it is for 
two years; and, in some cases, the period is as short as 
one year. But apart from the period of time included in 
such restrictive agreements, or even the existence of any 
investment letter, it may be assumed that the SEC staff 
will consider carefully whether there is a likelihood of 
early disposition of large amounts of the pooled stock 
and may in some circumstances insist on a restriction on 
the sale for some minimum period such as a year.9 
Minority Interests 
No cases are known of the staff's accepting as a pooling 
in any part a combination in which a significant portion 
represented a cash purchase subsequent to the transaction 
for the portion represented by an exchange of stock. Such 
a situation undoubtedly could qualify as a partial-pooling 
if the time interval were very short and the delay purely 
technical. But this possibility must be related to a fre-
quently expressed view of the staff that under its interpre-
tation of Bulletin 48 almost no minority interest may re-
main outstanding.10 To the staff, this apparently means 
not over two or three percent or possibly up to four per-
cent. If bona fide efforts have been made to obtain all of 
the stock11 and the staff is satisfied that they will in good 
faith be made on a continuing basis, objection may not 
be made if the minority is somewhat larger. 
Non-voting Securities 
Bulletin 48 refers to "ownership interests" continuing in 
the single business12 (paragraph 4 ) . I t also refers to 
"shares of stock that are received by the several owners of 
one of the predecessor corporations" (paragraph 5 ) . 
Finally, the bulletin states that "if relative voting rights, 
as between the constituents, are materially altered through 
the issuance of senior equity or debt securities having 
limited or no voting rights, a purchase may be indicated" 
(paragraph 5) . 1 3 This language of the bulletin has been 
taken by accountants generally and by the SEC staff to 
mean that the issuance of a debt security to former 
stockholders is the' equivalent of cash for purposes of pool-
ing considerations. This would be true even if the debt 
security were convertible into common stock. Also, many 
accountants would undoubtedly agree with views of the 
SEC staff that, under Bulletin 48, a non-voting preferred 
stock would, in most cases, represent a cash equivalent. 
USE OF PREFERRED S T O C K 
Non-voting and Convertible 
It is not believed that the SEC staff has made any 
exceptions as to debt securities, although it might con-
ceivably do so if the terms of the conversion were such 
as virtually to assure early conversion and if these securi-
ties were a small part of the total. The staff has made a 
few exceptions in the cases of non-voting, convertible 
preferred. These fall within three known categories, pos-
sibly more. One is a situation in which the proposed re-
corded value of the preferred is less than either of the 
liquidation prices (voluntary or involuntary) and a dis-
torted result otherwise occurs. The latter was held to be 
the case when, as a result of valuing the preferred, for the 
purpose of recording a "purchase," at less than liquida-
tion value, a "negative goodwill" was to be created.14 
Another category of exception becomes operative when 
for tax and other special reasons, the non-voting preferred 
is convertible at a price that almost guarantees conversion 
and is being issued only to a special, limited group of 
former common shareholders.15 The third type of excep-
tion is based on a situation in which the non-voting char-
acter of the preferred is of no real substance. This would 
be true if the total vote of the preferred were to represent 
only a small portion, say up to 15%, of the total vote in 
the combined business and one other single interest owned 
sufficient voting power which would almost guarantee 
control.16 It should be noted that in all of these exceptions 
with respect to preferred stock, the combinations other-
wise readily and clearly qualified as poolings. It is quite 
unlikely that the SEC would agree to such exceptions if 
the combinations were border-line or weak cases in their 
pooling characteristics. 
Callable 
It may be assumed that the SEC staff would question 
the propriety of pooling accounting as applied to a pre-
ferred issued with a call price provided, for that would 
seem to assure early elimination of the preferred. If it can 
be shown that the call provision is intended as a bona 
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fide protection against economic and securities market 
changes, the right of the issuer to make an early redemp-
tion of the preferred may not be objected to if, in addi-
tion, the pooling clearly meets the other customary tests. 
Stock Put 
A similar situation would involve a proposal in a pool-
ing agreement to give the recipients of stock an option in 
the form of a put against the issuer. This would seem to 
involve substantially the same problems as a call price, 
except in accentuated form. A put seems to indicate more 
strongly an intention on the part of the recipients of 
pooled stock to liquidate and not really to continue as 
bona fide "ownership interests." While some put arrange-
ments might be acceptable to us and to the SEC if the 
put could not be exercised for a long period of time, it 
seems evident that a put providing immediate or early 
liquidation rights would violate the principles of Bulletin 
48. We have so held and so has the SEC staff. 
Liquidation Price 
Also with respect to preferred stock, the SEC has 
special disclosure requirements if the involuntary liquida-
tion price exceeds the par or stated value. (See Rule 
3-19(d) (3) of Regulation S-X.) In regard to poolings, 
the preferred view in the opinion of the SEC staff is 
that, in the event and to the extent that such an excess 
is involved, retained earnings of the constituent corpora-
tion — the stockholders of which receive such a preferred 
stock — should not survive as retained earnings of the 
combination. 
Voting Rights 
Problems can arise as to the division of voting power 
among the equity groups. It is doubtful if the SEC would 
accept mere token-voting for a preferred stock, such as 
might be arranged by setting the par value and liquida-
tion rights at very high amounts, since the "relative voting 
rights" would not be preserved. Moreover, the staff does 
not consider the voting right accruing to preferred in the 
event of default as the "voting right" contemplated in 
Bulletin 48. A more difficult question may be presented if 
the only voting right of the preferred is to elect substanti-
ally less than a proportionate number of the board of 
directors, although the SEC staff might accept this as 
meeting the voting requirement in some special situations. 
But in any case, there is no reason to believe that the staff 
would always insist on a strict pro rata division of voting 
power. If the voting power resting in the preferred is not 
insignificant, if the stock is convertible, and if other tests 
point strongly in the direction of a pooling, it is doubtful 
that the staff would object to the balancing of some voting 
power against other advantages inherent in the pre-
ferred.17 
CLASS A — C L A S S B STOCK 
The comments contained herein with respect to pre-
ferred stock would probably apply in the case of many 
Class A - Class B capital stocks. In any event, it should 
be kept in mind, and the SEC staff apparently gives 
weight to the fact, that Bulletin 48, in referring to owner-
ship interests, states in a footnote: "As used in this Bul-
letin, the term 'ownership interests' refers basically to 
common stock, although in some cases the term may also 
include other classes of stock having senior or preferential 
rights as well as classes whose rights may be restricted in 
certain respects." 
RELATIVE SIZE OF COMPANIES 
The accounting profession has tended to abandon the 
90%-to-95%-size test referred to in Bulletin 48. The SEC 
substantially accepted the trend; and in October, 1965, 
the Accounting Principles Board of the AICPA issued its 
Opinion No. 6 which has the effect of concurring with 
professional practice.18 
USE OF TREASURY STOCK 
It is not uncommon, in combinations, for the issuing 
company to use treasury stock rather than unissued stock. 
Thus far, at least, the SEC staff has not been disposed to 
question the use of treasury stock for pooling purposes. 
It has, however, indicated that if the treasury stock has 
been carried at cost, any excess of such cost over the par 
or stated value of the stock may be charged against paid-
in surplus only to the extent of the pro rata amount per 
share previously paid in on such stock. This is not con-
sidered a modification of Bulletin 48 which states that 
if the stated capital of the surviving corporation is more 
than the stated capital of the constituent corporations, 
"the excess may be deducted first from the total of any 
other contributed capital (capital surplus), and next 
from the total of any earned surplus . . ." (paragraph 
l l ) 1 9 . 
C O N T I N U I T Y OF MANAGEMENT 
Bulletin 48 includes the following point as an "attend-
ant circumstance" to be considered in determining 
whether a pooling or a purchase is involved in the conti-
nuity of management or the power to control manage-
ment: ". . . if the management of one of the constituents 
is eliminated or its influence upon the overall management 
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of the enterprise is very small, a purchase may be indi-
cated" (paragraph 6 ) . To ensure that no question would 
be raised about this factor, many poolings stipulated the 
inclusion of one or more management representatives for 
each of the constituents on the board of directors of the 
combined business. This feature is no longer common 
except in those cases in which, because of the importance 
and size of the constituents, negotiation or business reasons 
require that such a step be taken. Currently, it appears 
that the SEC is satisfied, especially if all other features of 
a pooling are clearly present, if those who really "run" 
the business at the top management level, are brought 
into the combination in a similar functioning capacity20. 
CONTINUITY OF BUSINESS 
Another "attendant circumstance" mentioned in Bulle-
tin 48 to be considered with respect to a pooling con-
cerns continuity of the businesses carried on by the con-
stituents. The bulletin's comment is that "abandonment 
or sale of a large part of the business of one or more of 
the constituents militates against considering the combi-
nation as a pooling of interests (paragraph 6 ) . The SEC 
staff has not, however, objected to the pooling of a busi-
ness that has, by itself, been a complete, separate business 
and accounting entity, which has not been dependent 
upon or integrated, businesswise, with other components 
of a larger corporate complex, and in which the other 
components, for business reasons independent of the pool-
ing, have been liquidated or otherwise disposed of. How-
ever, if the business in such a situation had been a parent 
company or single corporation, and the other business 
units disposed of had been relatively large and the losses 
on disposition were of a material amount, and accordingly 
there were significant residual effects reflected in the re-
tained earnings or deficit of the continuing business to be 
pooled, questions might well be raised as to the propriety 
of its combination with another company in a pooling. 
A C C U M U L A T E D EARNINGS OF PARTNERSHIPS 
Pooling-of-interests accounting generally results in the 
carry-forward into the accounts of the combined busi-
nesses of the earned surpluses and deficits, if any, of the 
constituent corporations21. The SEC staff does not con-
strue accumulated profits of a partnership, whether or 
not carried to the partners' capital accounts, as the equiv-
1
 While the term "pooling" had previously been used in a 
few isolated instances, its employment was largely descriptive 
of the business or its economic end-result. It was not used to 
describe a form of transaction to which a particular accounting 
alent of earned surplus of a corporation and insists that 
such profits be capitalized by inclusion in paid-in surplus. 
IS P O O L I N G PERMISSIVE? 
One question not often raised in practice and seldom 
discussed is concerned with whether the management of 
a combination of companies in which pooling-of-interests 
characteristics are deemed to exist has an option to follow 
or reject pooling accounting. The SEC staff has indicated 
that such accounting is permissive only, and not manda-
tory. In this respect, the staff does not appear to be follow-
ing the rather clear language of Bulletin 48 which 
"differentiates [between] . . . two types of combinations, 
the first of which is designated herein as a purchase and 
the second as a pooling of interests, and indicates the 
nature of the accounting treatment appropriate to each 
type." Many accountants might accept this view as a 
practical answer to an area of accounting in which the 
guidelines are, to say the least, very broad, often vague. 
On the other hand, it is not difficult to find examples of 
business combinations that fit the most exacting interpre-
tation of a pooling of interests, including those in which 
the component companies are in related businesses and 
of substantially the same size. It could easily be supposed 
that the SEC staff might reach a point where, in such a 
clear-cut case at least, it would modify its position and 
consider pooling accounting to be required. 
C O N C L U S I O N 
The discussion herein of the various aspects of a busi-
ness combination that should be considered in determin-
ing the propriety of pooling accounting suggests that the 
guidelines set forth in Bulletin 48 and in case-by-case 
practice under the bulletin remain quite broad. The con-
cept embodied in poolings of interests is still developing. 
It is necessary to give due weight to the criteria set forth 
in Bulletin 48 and to SEC views regarding poolings. At 
the same time, it is desirable to avoid considering these 
criteria and views as inflexible rules. If the facts of a 
particular case suggest that pooling accounting achieves 
the result contemplated by Bulletin 48 but may depart 
in some particular from a practice that the SEC has 
accepted, it would be prudent to discuss the case with the 
staff before final commitments are made. 
procedure would be applied. The SEC staff usually used the 
term "merger," until the term "pooling of interests" was intro-
duced in its present context in 1950. See Black, William M., 
"Certain Phases of Merger Accounting," 83 J of A 214 (March, 
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1947), which discusses the merger (pooling) of Celanese Cor-
poration of America and Tubize Rayon Corporation. See also 
Wilcox, Edward B., "Business Combinations" [an analysis of 
mergers, purchases, and related accounting procedures], 89 J 
of A 102 (February, 1950). Wilcox used the term "merger" 
"when the nature of the business combination is a pooling of 
interests." 
2
 See pooling of Celanese Corporation of America and 
Tubize Rayon Corporation, Note 1 supra. This case was used 
to introduce the pooling-of-interests concept to the profession 
as a whole. In sequence, it was folowed by Wilcox's article 
(also Note 1 supra) and then by Accounting Research Bul-
letin 40 (1950 ) . 
3
 One of the first, and probably the first to which a partial-
pooling treatment was applied as a conceptual matter, was the 
merger of Sloss-Sheffield Steel & Iron Co. into United States 
Pipe and Foundry Co. in October, 1952. U.S. Pipe had pre-
viously owned 54.8% of Sloss-Sheffield. A somewhat clearer 
example is indicated by the pooling of Western Auto Supply 
Co. (Mo.) into Beneficial Finance Co. (Prospectus of Bene-
ficial, December 11, 1962). The purchase was 46.73%, the 
pooling 53.27%. In this connection, see discussion about com-
binations involving part cash and part common stock by Arthur 
R. Wyatt, "A Critical Study of Accounting for Business Com-
binations," Accounting Research Study No. 5, AICPA (1961), 
pages 98-100. 
4See pooling of Denver Dry Goods Co. into Associated Dry 
Goods Corp. (February, 1965). This was a 2 5 % purchase and 
a 75% pooling, all in a single transaction. 
5
 Cases are known in which the pooling portion of a single 
transaction has been as little as 28%. Some accountants may 
question the logic of applying partial-pooling accounting in 
such a situation if the cash or "purchase" element is over 75% 
of the total. 
6
 This method of determining the "excess" applicable to the 
cash purchase would seem to be appropriate if the cash pay-
ment and exchange of stock occur more or less as a single 
transaction. If the cash purchase has occurred earlier, even 
though it involves less than 50% of the equity of the other 
company, the cash would necessarily be matched against the 
proportionate underlying equity at the date of the purchase. 
The SEC staff has not commented upon such determinations. 
7
 The policies discussed as to sell-offs and buy-outs are ap-
plications and interpretations of the language of Bulletin 48 
to the effect that in a pooling "substantially all of the owner-
ship interests in the constituent corporations become the owners 
of a single (business) which owns the assets and businesses of 
the constituent corporations . . ." (paragraph 4 and see para-
graph 1) and "a plan or firm intention and understanding to 
retire a substantial part of the capital stock issued to the owners 
of one or more constituent corporations, or substantial changes 
in ownership occurring shortly before or planned to occur 
shortly after the combination, is a purchase" (paragraph 5 ) . 
8
 Section 6(a) of the Securities Act of 1933 has been con-
strued as generally proscribing registration "for the shelf" (an 
if, as, and when proposal). It reads: "A registration statement 
shall be deemed effective only as to the securities specified 
therein as proposed to be offered." 
9
 As respects the registration requirements under the Securi-
ties Act of 1933, the SEC permits incidental sales. See Rules 
133(d) and 1954. The principles of these rules would un-
doubtedly be accepted as to sales of pooled stocks. 
10
 The language of the bulletin is that the continuation of a 
parent subsidiary relationship does not prevent a combination 
from being a pooling "if no significant minority interest re-
mains outstanding" (paragraph 4 ) . 
11
 The minority interest usually arises when the exchange of 
stock is the result of an "offer of exchange." Such minority 
interest may, of course, be eliminated subsequently by liquida-
tion of the subsidiary. The SEC staff is not disposed to object 
to a minority interest if it is satisfied, through appropriate 
representation, that liquidation (and hence elimination of the 
minority) may be expected to occur within a reasonable period 
of time. 
12
 One or more constituent corporations may continue in 
existence in a subsidiary relationship (paragraph 4 ) . 
13
 The discussion insofar as it relates to voting rights should 
be considered in the light of Opinion No. 6 of the Accounting 
Principles Board of the AICPA issued in October, 1965, and 
dealing with the status of Accounting Research Bulletins. In 
Opinion 6, the Board states that Bulletin 48 "should be con-
tinued as an expression of the general philosophy for differ-
entiating business combinations that are purchases from those 
that are poolings of interests, but emphasizes that the criteria 
set forth in paragraphs 5 and 6 are illustrative guides and not 
necessarily literal requirements." It seems quite likely that this 
position of the APB will encourage the SEC toward a relatively 
liberal interpretation of the comments contained in Bulletin 
48 concerning the voting rights of securities issued. 
14
 Boise-Cascade Corporation and Minnesota and Ontario 
Paper Co. combination — Proxy dated December 28, 1964. 
15
 Admiral Plastic Corporation (now APL Corporation) — 
Prospectus dated September 18, 1961 (Form S-l Registration 
Statement 2-18590). 
16
 See Kaiser Cement and Gypsum Corporation — Long-
horn Portland Cement Co. —• Proxy dated September 8, 1965. 
17
 This is perhaps even more likely as a result of Opinion 
No. 6 of the APB. See Note 13 supra. 
18
 The Bulletin's language is: ". . . where one of the constit-
uent corporations is clearly dominant (for example, where the 
stockholders of one of the constituent corporations obtain 90% 
to 9 5 % or more of the voting interest in the combined enter-
prise), there is a presumption that the transaction is a purchase 
rather than a pooling of interests" (paragraph 6) . The langu-
age of Opinion No. 6 is contained in Note 13 supra. 
19
 APB Opinion No. 6 previously referred to (Note 13) also 
discusses accounting for treasury stock. With respect to pool-
ings, it states that, where used for such purpose, it "should be 
accounted for as though it were newly issued, and the cost 
thereof should receive the accounting treatment appropriate 
for retired stock." 
20
 See modification as to paragraph 6 of Bulletin 48 contained 
in APB Opinion No. 6, Note 13 supra. 
2 1
 Bulletin 48 sanctions this "except to the extent otherwise 
required by law or appropriate corporate action" (paragraph 
9 ) . 
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